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KEY ECONOMIC INDICATORS 


Values in millions of US$ Exchange rates as of Nov. 30: 
unless otherwise indicated US$1 = P$ 7.8 Brokers rate 


P$ = Chilean Pesos P$ 7.8 Bankers rate 


$41/ %41/ 


INCOME, PRODUCTION, EMPLOYMENT 
GDP-constant 1965 prices (thousands of P$) 23,540 24,553 
Per capita GDP-constant 1965 prices (P$) 2.38 2.44 
Gross fixed investment as % of GDP 12.5 n.a. 
Industrial prod. index number (1969=100) 

(SOFOFA) (1975=Jan.Sep. average) 110 111. 
Copper (thousand metric tons) 

(1975 = Jan-Aug.) 742.7 
Copper (Gran Minerfia) (thousand metric 

tons) (1975 = Jan-Aug.) 615.9 
Nitrates (thousands gross metric tons) 

(August 1975) 696.2 

Iron Ore (million metric tons) (1975 = 

Jan-Aug.) 9.5 
Employment (thousand) (Univ. of Chile) 

(Dec. 1973, 1974; Sept. 1975) 1,999.2 
Unemployment rate (%) (Univ. of Chile) 

(Dec. 1973, 1974; Sept. 1975) 7.0 
Employment (thousand) (INE) 

(Oct-Dec. 1973, 1974; July Sep. 1975) 
Unemployment rate (INE) (%) 

(Oct.Dec. 1973, 1974; July-Sep. 1975) 


MONEY AND PRICES 
Total money supply (millions of P$) 

(Aver. Dec. 1973, 1974; Aver. Oct.1975) 270.86 1,162. 
Major banks interest rate (%) 

(Dec.1973, 1974; Oct. 1975) 60. 200. 
Consumer Price Index (Dec. 1974 = 100) 

(Dec. 1973, 1974; Oct. 1975) iB 100. 
Wholesale price index (Dec.1974 = 100) 

(Dec. 1973, 1974; Sept. 1975) 14, 100. 


BALANCE OF PAYMENTS AND TRADE 
External debt 2/ 


(Dec.31, 1973, 1974; Oct.31, 1975) 3,081.8 3,577.4 
1 


International reserves banking system - 538. 
Official international reserve position 

(Dec.31, 1973, 1974; Nov. 15, 1975S) - 254.7 
Balance of payments - 248.8 - 139. 
Balance of trade - 260.8 - 195. 
Exports (goods) (Central Bank) 1,346.9 2,043. 
8 
7 
1 


- 677. 


- 376. 


US share FOB (Chilean Customs) 

(Jan-Dec, 1973, 1974; Jan-June 1975) 105. 
Imports (goods) (Central Bank) 1,607. 
US share CIF (Chilean Customs) 179. 


286. 
2,238. 
415. 


1/ Partial figures compared to same period or month in previous year. 
2/ Excludes undisbursed portion. 





SUMMARY 


At the end of 1975 the Chilean economy remained subject to a severe economic 
recession brought on by greatly depressed copper prices and past economic 
excesses. Gross domestic product will be at least ten percent lower in 1975 
than in 1974. Hardest hit have been the construction industry and manufact- 
uring. All sectors except agriculture show substantial declines. 


The immediate causes of the recession were a balance of payments crisis forcing 
sharp cuts in imports and an uncontrolled inflationary process destabilizing 
the entire economic system. In April the Chilean government embarked on an 
austerity program to reduce central government expenditures, raise non-copper 
revenues, reduce domestic demand and thereby imports, and restrict the flow 

of credit to public and private institutions. The budgetary deficit has been 
cut sharply and the 1975 balance of payments deficit is being covered success- 
fully. Tighter credit, less governmental demand, and a much reduced volume 

of imports have in turn had a tremendous impact on domestic economic activity. 


Chile looks to 1976 with cautious optimism. Government economists believe 

that the economy has hit the bottom of the cyclical trough but, at the same 
time, that recovery will be fairly slow. Inflation is still astronomically 
high by anyone's standards, the short-term outlook for copper is not very 
hopeful, and the adjustment process has a long way to go before Chile will have 
a healthy economic system. 


Economic tribulations are not deterring the Chilean Government in its program 
for economic liberalization. This government has reduced the number of state- 
owned and controlled firms by half and expects to reach its target of only 19 
public sector enterprises in the coming months. Maximum ad valorem tariff 
rates were recently reduced from 120 to 90 percent; economic policymakers 
expect to complete the rationalization program by the end of 1976. Foreign 
investment projects valued at $250 million have received government approval. 


The outlook for the economy is a prolonged period of high though decelerating 
inflation, much unemployment, and only gradual expansion of industrial and 
construction activity. Economic policy makers, however, are convinced that 
Chile's number one priority has to be a sound economic structure which, once 
achieved, will ensure rapid long-term growth. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Situation. 1975 has been a year of enormous economic 
sacrifices for the Chilean people. Aggregate production will be down 
at least 10 percent from 1974, the largest drop in any single year 

in modern Chilean history; a September unemployment rate of almost 17 
percent was the highest since the Great Depression. Construction and 
manufacturing activities have been hardest hit registering declines, 
respectively, of 40 and 23 percent during the first eight months of 
1975. Commerce, mining, and services will also show substantial though 
less dramatic losses in production for 1975. 


The current economic malaise arises essentially from three causes: 

1) This government's economic recuperation program has been only 
partially successful in correcting a badly distorted price system 
inherited from the previous regime; 2) a quintupling of oil prices and 
much higher prices on other Chilean imports beginning in early 1974 
exerted great pressures on a precarious balance of payments and fomented 
additional inflationary pressures; 3) a precipitous decline in copper 
prices during the second half of 1974 combined with the foregoing to force 
a US$500 million reduction of imports in 1975. 


The Chilean government was slow to respond but, when it finally did, 
adopted a draconian program which economic policy makers believe will 
produce a much sounder economy as well as carry Chile through this 
particular economic crisis. Most important is a tremendous reduction in 
public sector expenditures. Through the first nine months of 1975 central 
government expenditures were down by about 20 percent from the same 
period in 1974. Despite a decline in government copper revenues of 
US$400 million during the same period, the government expects the budget- 
ary deficit as percentage of expenditures to fall to 12 percent in 1975 

as compared with 29 percent in 1974. Higher taxes and the broader 
coverage of the value added tax (VAT) introduced in March maintained real 
government revenues steady even as overall economic activity was 

declining very sharply. The government's austere financial policy has been 
implemented principally via a reduction in capital expenditures and more 
restricted access to credit on the part of the state enterprises. 


A much lower level of public sector demand and a tighter monetary policy 
have exerted a considerable downward pressure on prices. From an 
average monthly level of 18 percent during the first six months of 1975, 
the inflation rate fell to an average monthly rate of nine percent during 
the following four months. Although much reduced, inflationary pressures 
in the economy are nonetheless proving very resistent to orthodox 
treatment. The slowness with which classical fiscal and monetary 
prescriptions are taking hold is widely attributed to stubborn unflationary 
expectations; Chileans having 40 years experience with double or triple 
digit inflation are reluctant to accept the notion that prices cannot go 
on rising indefinitely, even in a situation of slack demand and excess 





supply. An oligopolistic industrial structure, the limited influence 
of imports on domestic prices, and a rather sluggish entrepreneurial 
sector also delay the achievement of reasonably price stability. 


Even though the process is proving slower and more painful than 
originally anticipated, economic policymakers are convinced that 

the austerity program has to be pursued until economic stabilization 

is a clear reality and that a premature relaxation of fiscal and 
monetary controls would jeopardize the so far limited achievements of 

the program. They believe that these measures together with a policy 
giving greater leeway to market forces have already succeeded in 

getting Chile through the worst of the economic crisis. They concede, 
however, that recovery will be slow, particularly if copper prices do not 
rise enough to allow a substantially larger volume of imports. In the 
meantime, foreign investment and lending by international financial aid 
agencies are expected to provide the main stimulus to investment 

although a governmental program of tax incentives to encourage employment 
of more workers is being offered to certain categories of domestic 
investors. 


Chronic deficits and the need for fiscal austerity have induced the 
government to accelerate plans for selling state enterprises. About 200 
of more than 400 state-owned or controlled enterprises have now been 
returned to the private sector. Expectations are that only 19 utilities 
and key industries will remain in the public sector. 


Foreign Sector Developments. The austerity program in combination with 
a flexible exchange rate policy so far is enabling Chile to weather a 
severe balance of payments crisis. Imports in 1975 are expected to 
decline by about US$500 million from their 1974 level. Non-traditional 
exports have been spurred by depreciating the exchange rate at a somewhat 
faster pace than increases in peso costs. During the first seven months 
of 1975, this category of exports had reached US$128 million as compared 
with $96 million for the same period of 1973. While scant compensation 
for a US$700 million decline in 1975 copper receipts, it is a hopeful 
Sign that in the not-so-distant future Chile's dependence on one or two 
products will be greatly lessened. 


Fiscal incentive programs have also been initiated to spur non-traditional 
exports. In addition to the adoption of VAT with drawbacks for exports, 
the Chilean government recently introduced an import tax deferral 

program which will allow cancellation of duties on equipment used to 
produce export goods. Entrepots have also been established at several 
port facilities to encourage re-export activities. 


Finally, the Chilean Government plans to continue its program of 
rationalizing the tariff structure. Earlier this year the third in a 
series of phased tariff reductions brought the maximum tariff rate (on 
all but a selected list of items) down to 90 percent. Economic policy- 





makers hope to reach a tariff range of 30-40 percent for most goods in 
1976. Some goods subject to the common external tariff of the 

Andean Pact continue to enjoy greater protection as do motorized, 
four-wheeled vehicles. The protective tariff policy for automobiles 
and trucks is intended to encourage revitalization of the domestic 
industry although vehicles, too, will be subject to a (separate) program 
of staged tariff cuts. Realization of the full program will await a 
decision in the Andean Pact concerning the height of the Common External 
Tariff and how member countries are to comply. 


The government's liberal foreign investment policy has succeeded in 
attracting considerable foreign investor interest. The government 

has approved projects valued at about $250 million of foreign investment; 
this figure does not include potential investments in copper deposits 
which are still in the negotiations phase. 


Inter-American Development Bank and World Bank loans, together with larger 
foreign investment flows are expected to help pick up the economy in the 
year ahead. Nevertheless, recovery will be a slow process, at best. 
Moreover, despite more investor financing, $700 million of debt service 
payments falling due and a poor outlook for copper prices will confront 
Chile with severe balance of payments problems in 1976. 


IMPLICATIONS FOR THE UNITED STATES 


Investment. The Chilean Government is aware that the Chilean economy cannot 
now generate savings needed for housing, physical infrastructure, 
rehabilitation of plant and equipment, as well as new productive 
activities. Many of the latter such as for copper mining and oil explora- 
tion are so highly capital intensive as to make foreign investment in 

one form or another indispensable. Besides the essential capital contribu- 
tions, Chile must look abroad for modern technology and managerial skills. 
The success of an open economic policy, as policymakers here realize, also 
depends on the development of marketing channels which foreign investors 
can oftentimes provide. 


U.S. investors face certain obstacles in Chile. One is Chile's attitude 
and obligations to the Andean Pact Foreign Investment Code. It is still 
undecided what, if anything, the Pact is going to do about Decision 24 
which is widely viewed, because of limitations on profit remittances, 
phase-out requirements, and prohibition on foreign investment in certain 
sectors, as a major obstacle to foreign investment in Andean Pact countries. 
Secondly, the Chilean Government has received much unfavorable publicity 

on its human rights' practices. Some investors may be reluctant to run 

the risk of incurring an unfavorable public reaction that a sizable 
investment in Chile might bring. 


The Chilean investment environment is otherwise very attractive. The outlook 
for political and labor tranquility is good; there is an absence of 
environmental restrictions on production; Chile has, for a developing 
country, an unusually well-educated labor force and good educational 
facilities. Also of great importance to the foreign investor is an overall 
policy of delineating very clearly, and fairly narrowly, the scope of 





governmental intervention and participation in the economy. Against 
this should be offset a bureaucracy still reluctant to take decisions, 
and which has not fully accustomed itself to the policy set at the top. 


Trade. The U.S. share in the Chilean market continues to grow even 
though the value of U.S. shipments for the year will almost certainly 
be lower than in 1974 due to the tremendous fall in total Chilean 
imports. Retention of the large share U.S. exporters have forged in 
the Chilean market over the past two years will be difficult. Chile is 
quickly cutting back on agricultural imports although wheat will 
probably continue to be imported in large quantities. The U.S. does 
enjoy a credit advantage over those European countries which have chosen 
to restrict their economic relations with Chile because of political 
considerations. On the other hand, Argentina and especially Brazil are 
becoming more competitive in the Chilean market, including credit terms. 


A greater flow of foreign investment and the gradual recovery of domestic 
economic activity will afford U.S. exports excellent opportunities for 
increasing their sales to the Chilean market in the years ahead. The 
largest chunk of this investment will be channelled into the mining and 
petroleum sectors. US producers, by virtue of superior technology, 
should do well in competing for sales of earthmoving equipment, heavy 
trucks, drilling and other specialized equipment. The Chilean program 
for rationalizing production will undoubtedly open up trade opportunities 
to alert exporters in areas which are now reserved to domestic producers. 


Chile wants to sell more to the rest of the world in order. to buy more 
from the rest of the world. Chile also wants to end an overwhelming 
dependency on copper because of its great price instability. Export 
diversification means not only more sales abroad of products such as wine 
and fruits for which Chile enjoys certain natural advantages but 

also industrial products. Favorable export financing facilities have 
been recently established by the Central Bank and possibilities for 
longer-term export financing are under study. PROCHILE, the official 
export promotion agency, is having considerable success in getting 
Chilean producers interested in export markets. Both because of its 
richness and because of the opportunities being opened by adoption of a 
General System of Preferences, the US market is the object of much Chilean 
exporter interest. Profitable trade in both directions should expand 
rapidly in the years ahead. 


| 
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This important new periodical pro- @ Economic Prospects And Recent Trends 
vides comprehensive, up-to-date 


statistical information for the 
United States and its seven prin- 
cipal industrial competitors — 
France, Federal Republic of 
Germany, Italy, Netherlands, United . ; 

Kingdom, Japan, and Canada. @ easic Data For Indicators 


Data are presented in four sec- 
tions. @notes And Sources 


International Economic Indicators and Competitive Trends is a valuable reference for 
business analysts, economists and others who wish to assess the relative competitive 
position of the United States. Attractively presented tables, charts, and text provide 
a clear and easily readable source of the latest statistical information. It may be 
used for an overall view of international trends, or as a basis for more detailed anal- 
yses of the economic situation in the major industrial countries. 
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